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This I8 fa reply to your application for recognition of oxemption
under sectfon 301 (c){3) of the Internal Revenue Code.

The information you have eubdmitted fLadicates thet you were esta-
hllshed to provide quelity patlent care by ntunglng for the delivery
of health care urvlcn. You denccibe. yourself as & “preferrad provider
organization® (PPO). A PPO- Ls defined as an scringement through which .
insurere and/or employers contract with bocpiuln snd physiclans on a
negotiated fee for service basis. You ara Fespotidible for \arketing the
plan and negotlating . contracts. with medical practioners, bospitsls and
health plan user zroups. You also ptoﬂdc ldﬂhiutntlu. flnancial and
acconnting services. ‘

A participatiag physician or howlul'anua'to comply with your fee
achedule, utilize your review syat.m, naintain certain linuits of fasurance
coverage and look to you for the payment for services readered, Physiclans
are requited to pay a one tise faiti{acion fee sod annual dues. Patfents
rzcelve coversge to the extent coatrected for; with you ensuring that the
phystcians ate patd. Patieants are Hilled directly by the participating
siysiclian for uncovered services.

Your operations are directed by a Il nember board of directors.
This board {s cooprissd of ll physiclsas neabers and ll bospital representa-
tives. Pach group votes as a bloc on the mstters before them,

sSaction 501 (e)(3) of the Code provides for the exemption from federal
incnone tax of organizatione organized and operatad extlusively for chari~
tahle purpuses.

Section 1.501(c)(3)~1(a) of the Income Tax Regulations prorides that
In order to be axempt 8s sn organization descrided fn section 501(ec)(3),
the organization must be oae thet {¢ both orgasized and operated exclu-
sively for one or more of the purposes specified 'In that section. An
organizstion that falls to. weet elither the oruuuuoncl ot the opers-
tiooa] teat i not exempt. .




Sectlon 1.501(e)(3)-1(c) of the regulations provides that an ormani-~
gation will be regarded as opsrated exclusivaly for one or more exempt
purpose only if It engares primartily in activitiesn which accomplish one
or moce of such exeapt purpooes specified in section 301 (e)(3). An argani-
zavlon will not he wo rerarded if more Lhan sn fnsubstaatial part of its
activities 1s not f{n furtherance on aa eXempt purpose.

Sectina 1.501(e)(3)-1(d)(1)(11) of the regulations provides that an
ornanlxation Ia not oraenized and operated exclusively for charitable
purpnses unleans it aecves 3 public rather than a private taterest.

fection 1.5M (e)(3)~-1(4)(2) of tha zegulations providea that the
tern charitable fe used {n ite generally lcuptcd ,1.3;1 eenge and includes
the promotion of healtch. . . ,

Althourh your activities fnvolves the ptoviuou. of health care f{t
anpears thst your primary purpose and activity {s to assist your members,
participating health care providers, to provide medical services to your
subscribers. You provide your members with new clients, and adafnistra-
tive, financlial and accounting secvices, These services include relieving
your menbers fron tbde respoasibility of dilliag patfents arnd ecollecting
for servicee rendered them. Thesme are asctivities which would otherwise
htave to be carrled oa by or for yoor partlcipating physicisas. In sum—
matioa you are aesisting your mesders {n carrying on their fndividual
rmdlicsl practices or hospitsl eperations.

Therefore, you sre not operating for charitable putpose¢es, rather
you are operating for the private heoefit of your menbers. Accordingly,
you do not qualify for recoganition of exemption under section 501 (e)(3).

You ore required to file federsl incowme tax recuras on Forws 1120,
Contributions to you are not deductible under section 170 of the Code.

You have tbe right to protest our ruling if you bdelleve thst it ls
incorrect. To protest, you should submit a statevent of your views, with
a8 full explanation of your reasoning. 7This statesent must de subnitted
within 30 days of the Aste of this letter snd must bs signed by one of
your officers. You also have a right to a conference in this office
after your atatewsnt 1s mbuittcd., 1f you want & conference, you must
requeet It when you file your protest statesent. If you are co de repre
seated by someone who is oot one of your officers, he/she muet flle a
proper power of. ettornéy . -and ‘othervise qnaufy undpr our Conference and
Practice Baqntrenenn. ' ,

If you do not protnt tuls proposed ruling 1a e tlnly manaer, it
vill be considered by the Internal Fevenue Service as a failure to exhaust

available sdninistrative resedies. Section 7428(d)(2) of the Code provides,

in part, that a declaratory judgment or decree undar this section shall not
be 1asied in any proceeding unless the Tax Court, the Chlgf_ﬁourt. or the
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Districe Court of the United States for the District of Colusbis deternines
that the organization iavolved has axhsasted aduinistrativae remedies avail~
ahle to it vithin tha laternal Revenue Service.

If we do anot bear from you within 30 days, this ruling will become
fiaal and copies will be forwarded to the District Director. Thereafter,
any questions aboat your federal tax status should be sddressed to that
office. Also, the spptopriste State officials will de notiffed of this
action fo accordance with section ‘lﬂﬁ(c) o! the cm.

uamcly yours,’

(sxsnea)—
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Chief, Exewpt Organizations
Rulings Branch
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